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Abstract 
Defining, implementing and monitoring investment strategies are sensitive coordinates for solid corporate governance 
within investment entities and may significantly influence the investors’ perception regarding the financial performances. 
We based our research on the assumption that efficient investment strategies has major impact upon the net asset value 
(NAV) reported by Financial Investment Companies, and implicitly upon the stock price. The paper is focused on 
identifying a certain pattern in the portfolio structures of these entities and measuring some possible correlations with the 
market performance. For the purpose of this paper, we examine the trading discount or premium determined as price to net 
asset value per unit (NAVU) ratio in order to measure investors’ perception regarding the asset management performance, 
defined as market performance. Nevertheless, we consider that our research find its utility also for financial audit missions 
conducted for investment entities, whenever significant misstatement risk is assessed as part of planning the missions. 
Therefore, we consider that our correlation testing may be efficiently used as analytical procedures when gathering 
sufficient knowledge about the entities and the asset management industry.             
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1. Literature Review and Problem Formulation 
Financial Investment Companies are investment entities operating as major institutional investors on the 
Romanian capital market. Their main area of business regards acquisitions and sales of traded financial 
instruments, as well as purchasing control or influence interests in non-listed companies for the purpose of 
developing adequate corporate governance to enhance the business practices. Based on a prudent portfolio 
diversification, this special category of Romanian institutional investors is permanently seeking to achieve 
maximum efficiency of their investments. Therefore, these entities must constantly answer challenges in matter 
of designing and implementing investment strategies and models to assess financial instruments designed to 
assure optimal adjustment of the structure and the size of their portfolios. The investment process can be 
reflected in a synthetic manner by reference to the following steps: 
(a) Defining investment objectives. Setting targets for the investment process is based on the risk-return 
correlation associated with each investment option. Basically, institutional investors are considering at least 
two major objectives: the "expected return" and the degree of "risk aversion", on the assumption that in the 
absence of realistic determinations related to investment objectives, the actual assessment of the capital 
allocation process within the investment strategy is very difficult to quantify. The investment objectives which 
support the asset management process within the Financial Investment Companies, essentially aim to : 
• Maximize dividends earned from issuers in the portfolio. The logical consequence requires the need for 
selecting issuers with a high potential of sharing dividends. Without the ability to exercise control or significant 
influence, a stake in an issuer that does not pay dividends is deprived of economic substance in situations other 
than alienation at a price higher than the purchase. 
• Maximize capital gains from disposal of investments. This objective requires either a short-term trading 
strategy with highly speculative features or a strategy of business purchases and sales over a period longer than 
one year. The former strategy involves accurate fundamental and technical analysis reports, as well as careful 
market surveillance, while the later is typical for private equity investments. 
• Maximize interest income generated from interest-bearing financial instruments (corporate and municipal 
bonds, treasury notes) or other money market instruments. From this perspective, the prevailing consideration 
is that investments must simultaneously meet reasonable profitability and liquidity characteristics, correlated 
with adequate solvency of the issuer. 
(b) Identifying constraints. The major constraint is related to the liquidity of capital investments, and 
therefore the investment strategy is aimed at establishing a minimum level of liquidity in the portfolio, 
supported by an appropriate policy of asset allocation. From this perspective, the institutional investors are 
required to: 
• Determine the category of financial assets comprising the portfolio (money market instruments, fixed 
income assets, shares, units of investment funds, derivatives, real estate) correlated with the regulated 
investment policy and subject to prudential supervision; 
• Assess the capital market prospects, using specific instruments and methods of technical and fundamental 
analysis; 
• Generate the efficient frontier of portfolios that provide maximum return at a given level of risk. This 
undertaken is ultimately designed to achieve optimal combination for the purpose of harmonizing investors’ 
objectives and the constraints involved. 
(c) Reducing the constraints’ effect. Management strategies based on the efficient frontier theory are 
developed to swift the global portfolio from the inefficient zone by maximizing the expected return at a given 
level of risk or by minimizing the investment risk at a certain level of expected return.  
Strategic management techniques implemented in the asset management industry are focused on maximizing 
corporate value by minimizing the risk of significant variations from the expected performance. Manate et al., 
2006 pointed out some specific coordinates of this process with regard to Financial Investment Companies: 
• Establishing the expected performance (benchmark) represents the starting point in creating the 
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organizational strategy and is based on the investors’ profile: expected profitability, risk tolerance, investment 
constraints, the nature, consistency and rhythm of the benefits distributed to shareholders; 
• The investment horizon is extended for the Financial Investment Companies and other closed-end 
investment funds, relative to mutual funds. At the same time, this horizon is wider than the annual budgets, 
involving an continuous and prospective analysis of financial markets, as well as an adequate assessment of the 
opportunities and risks associated to investment activities; 
• Identifying a "target portfolio" able to achieve and overcome the benchmark performance. The ideal "target 
portfolio" is a mix of financial assets that can provide the benchmark accepted by shareholders, as well as 
maintaining long term management performance; 
• Adopting an appropriate investment style represents a very sensitive element of strategic management. 
Active investment style is suitable to be adopted as a result of less attractive yields generated by a passive 
investment style and, therefore, is expected to increase competition in the asset management industry. The most 
important criteria considered in selecting the investment style refer to market maturity (e.g. liquidity, 
capitalization, regulatory forces, available financial instruments, etc.) and specific management skills; 
• Managing the investment process consists of: (i) allocating resources (human, informational and financial) 
needed to select and monitor the "target portfolio", as result of detailed sector and issuer analysis; (ii) 
monitoring portfolio performance and adjustments; (iii) protecting minority interests; (iv) investigating 
investment opportunities in different financial markets and identifying strategic investors for the entities within 
the portfolio (investment marketing); (v) appropriate management of cash flows, to provide liquidity necessary 
for current operations and investment programs. 
 Depending on the investment strategy and objectives specific to asset management industry, the Financial 
Investment Companies may select some different types of portfolios, according to Micu, 2002:   
Table 1. Investment objectives and types of portfolios  
Objective Instruments Risk Expected return Liquidity Investors 
Aggressive 
growth 
Shares in small or 
unknown entities  
High (ȕ=1.5) Very high capital 
gains, no income 
Low (unlisted or 
rarely traded) 
High risk tolerance 
for substantial 
expected returns 
High 
growth 
Shares in mature 
entities, with potential 
above average 
Moderate (ȕ=1.1) High capital gains, 
no income 
Liquid Willing to accept 
fluctuations for a 
long time growth 
Growth 
and 
income 
Shares in big and 
mature entities, with 
both growth potential 
and income 
Moderate (ȕ=0.9) Moderate capital 
gains and income 
Very liquid Looking for 
insignificant 
fluctuations in 
growth and for 
modest income 
Balanced 
income 
Shares and bonds issued 
by mature entities 
Low (ȕ=0.75) Modest capital 
gains and income 
Very liquid Oriented for 
moderate earnings, 
both income and 
capital gains 
Income 
shares 
Dividend bearing shares 
issued by mature 
entities 
Low-moderate 
(ȕ=0.80) 
Moderate capital 
gains, substantial 
income flow 
Very liquid Minimum risk 
oriented 
Specialized 
income 
Shares in a particular 
industry or geographic 
region 
Very high 
(ȕ=1.70) 
Very high capital 
gains, no income 
Moderate to 
low, or even 
very low  
 
Very high risk 
tolerance, maximum 
exposure to a 
specific investment 
sector 
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By combining such types of specialized sub-portfolios, Financial Investment Companies may obtain one 
complex and adequately diversified portfolio. The management of these investment entities should carefully 
select the overall investment strategies after a thorough analyze of the above portfolio patterns closely related 
with the investment objectives, time horizon, target performance and risk. Some studies carried on Asian 
markets - Japan, Hong Kong and Korea (Tang & Lee, 1997) emphasize that the structure of an optimal portfolio 
depends significantly upon the investment horizon. Although the number of selected financial assets remains 
relatively constant, these assets vary significantly as nature over different periods of time. Thus, the longer the 
investment horizon, the greater protection must be achieved by selecting defensive stock.  
In the modern days, portfolio management industry seems to be marked by strong controversy between the 
exponents of two distinct strategies: active portfolio management and index-based portfolio management 
(passive strategy). Active management can be performed both for individual financial assets (stock selection), 
as well as for a major class of financial instruments (asset allocation), based on the assumption of market 
undervaluation. Efficient investment strategies may also be obtained as result of adequate market timing 
anticipations. Whenever the Investment Board anticipates market growth the investment strategy will target 
volatile stocks, which tend to vary in the same direction as the market, but offering higher returns. If a declining 
market is the main scenario, the strategy will seek to protect the invested capital by acquiring less volatile 
shares or investing in fixed income securities. Nevertheless, fund managers can experience market 
circumstances when some conflicts occur between stock selection and market timing. For example, if a volatile 
stock appears undervalued, but market anticipations suggest caution, the fund manager may be forced to 
dispose that particular financial asset due to its market risk.  
Regarding the Financial Investment Companies, active management strategies can also be approached in 
terms of involvement in the decision making process and the operational policies adopted by issuers selected in 
portfolio, which provides the opportunity  of determining the dividend policy, improving the market value or 
appointing the management team. Under current conditions of the Romanian capital market we consider that 
active portfolio management is an adequate approach for Financial Investment Strategies. Given the low level 
of informational efficiency, fundamental analysis proves to be a suitable method for identifying investment 
opportunities while technical analysis may prove useful for decision making related to portfolio adjustments, 
through acquisitions and disposals of financial instruments. Todea, 2008 stated that obtaining higher than 
market performances remains the desire of all active fund managers, though it could not be empirically proved.   
2. Research Methodology and Results 
For the purpose of this paper, we focused our research activities on testing and measuring the correlation 
between the financial structure of the portfolios managed by Financial Investment Companies as a result of 
their investment strategies, and the market performances in the view of investors. The entities subject to our 
research are the five Financial Investment Companies listed on the regulated capital market BSE (Bucharest 
Stock Exchange), in the financial sector: FIC 1 Banat Crisana, FIC 2 Moldova, FIC 3 Transilvania, FIC 4 
Muntenia and FIC 5 Oltenia. 
The research methodology mainly consisted in: (i) inspecting the regulatory framework to establish the 
nature of financial investments and the exposure limits; (ii) examining the quarterly investment reports 
published over the period 2006 – 2013; (iii) computing the average percentages held by five different financial 
asset categories in total net assets in order to determine a certain portfolio pattern; (iv) determining the price – 
NAVU ratio over the analyzed period for the purpose of measuring the impact of asset management decision 
(reflected in the NAVU evolution) upon the investors’ perception (reflected in stock price evolution); (iv) 
testing the existence and the strength of correlations between each financial asset category selected in portfolios 
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and the price – NAVU ratio to assess whether changes in portfolio structures may influence the external 
investment decisions made by investors. The empirical results are presented in table 2 and table 3.       
Table 2 reflects the evolution of portfolio structures for the five entities subject to our research, as well as 
the trading discounts computed over the period 2006-2013.  
Table 2. Portfolio Structures (average percentage in Net Assets) and Trading Discounts (percentage) 
Description 2006 2007 2008 2009 2010 2011 2012 2013 Average 
Tradable shares 78,50 80,53 76,16 57,84 60,84 63,47 73,20 72,30 70,35 
Non-tradable shares 21,90 16,80 22,16 36,66 31,95 29,88 19,40 20,91 24,96 
Bonds 0,54 0,50 0,68 1,03 0,84 0,74 0,66 1,10 0,76 
Other fixed income 
instruments 4,51 3,07 2,62 7,72 7,58 7,69 9,75 8,19 6,39 
UCITS 0,15 0,24 0,23 0,39 1,41 1,41 2,91 4,93 1,46 
Price - NAVU Ratio n.a. n.a. 60,48 38,51 45,57 43,62 51,72 56,71 49,43 
Trading Discounts  n.a. n.a. 39,52 61,49 54,43 56,38 48,28 43,29 50,57 
 
The figures express average percentages in total net assets, for each class of financial assets, computed upon 
average annual percentages obtained for all five investment entities. The financial assets selected in portfolios 
were classified into five main categories, regardless of their disclosure in the financial reports (current or non-
current assets):  
• tradable shares: equity instruments traded on a current basis, both in regulated and non-regulated 
Romanian capital markets;  
• non-tradable shares: equity instruments held in unlisted companies or not traded on a current basis (less 
liquid);  
• bonds: fixed income securities issued either by private companies (corporate bonds) or public 
authorities (municipal bonds), regardless the fact they are tradable or not;   
• other fixed income instruments: treasury notes, bank deposits and bank certificates, not tradable on a 
regulated capital market; 
• Undertakings for Collective Investment in Transferable Securities (UCITS): investment units held in 
mutual funds (equity funds, fixed income funds, money market funds and balanced funds). 
Our research provides a reasonable background for some relevant findings regarding portfolio structures and 
their evolution over the analyzed period: 
(i) Tradable shares compound a major class of financial instruments selected in portfolios, with average 
percentages raging from 67.68% (FIC Transilvania) and 73.35% (FIC Oltenia). This finding sustains a 
satisfactory level of portfolio liquidity, regardless the fact that some holdings are classified as available for sale 
(non-current assets), or held for trading (current assets). Nevertheless, considering the size of portfolios it is 
unlikely to consider that a small capital market like BSE could provide the support for significant disposals 
without major price variations, in an optimistic approach where one or more counterparties are available. In 
dynamic, the evolution of tradable shares’ holdings does not record significant changes and does not reflect a 
certain trend. The year 2009 reflects the lowest level of liquidity with an average percentage of 57.84% while 
the highest level of portfolio liquidity was observed in 2007, when the average percentage was 80.53%. One 
possible explanation for this bottom-top range may be linked to the irrational exuberance existing prior to the 
global financial triggering (when stock prices were constantly reaching maximum levels) and the prudent 
attitude adopted to protect against sever crashes experienced during 2008, by redirecting investments into 
bonds and other fixed income instruments.  
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(ii) Non-tradable shares hold a significant percentage in net assets, with an average of 24.96% over the 
analyzed period. These holdings refer to unlisted companies, either established in the Romanian Mass 
Privatization Process or subject to un-listing regulatory provisions. They also may include companies which are 
not traded on a current basis and have not a satisfactory level of liquidity (e.g. not traded in the last 3 months). 
Since a public quotation is not available for these financial assets, they may be subjectively valuated, even 
though the supervision authority established a regulatory valuation model, and consequently causing o source 
of misappropriate recognition in financial statements. Therefore, it is a strategic investment objective for 
Financial Investment Companies to undertake adequate measures to improve corporate governance and to list 
these companies on a regulated market. According to our findings, FIC Moldova registered the lowest average 
percentage (19.27%) of non-tradable shares which sustains the assertion that its portfolio was the most liquid 
over the analyzed period. On the contrary, FIC Transilvania is considered to have the lowest portfolio liquidity, 
since its holdings in non-tradable shares was in average the highest (28.11%). In a dynamic approach, the trend 
is opposite to the evolution of holdings in tradable shares, supporting one possible conclusion that some 
disposals of non-tradable shares were performed in favour of acquiring listed shares, and therefore improving 
the portfolio liquidity. Nevertheless, an increase in non-tradable shares is the consequence of un-listing 
procedures for those companies which no longer could maintain listing requirements.  
(iii) Despite the overall perception that bonds may offer proper “investment shelters” whenever stock markets 
are declining, we could find insignificant holdings in bonds (corporate and municipal). One possible 
explanation for the fact that investment strategies defined for Financial Investment Companies are not “bond 
oriented” is that Romanian bond market is very unsatisfactory in terms of issuers and liquidity. Consequently, 
the average percentage of net assets invested in bond varies from 0.00% (FIC Oltenia) to 2.65% in case of FIC 
Muntenia, which proved to be the most conservative entity over the period. We also noticed a protective 
investment approach in case of FIC Transilvania in 2013, based on an average percentage of 3.54%. Besides 
this observation, the highest increase rate was noticed in 2009, as a response to the major decline in stock 
markets that occurred in 2008. Similar findings were also discovered for other fixed income instruments. 
(iv) The protective component of the investment strategies is assured by other fixed income instruments, 
mainly bank deposits. Investments in such non-tradable financial instruments registered a huge increase rate in 
2009 (from 2.62% to 7.72%, as average percentages), strengthening the tendency of major money exit from 
declining stock markets. Since 2009, the increase trend has consolidated and marked a prudent approach of 
investing in stock markets, even if the money market has experienced a significant decline in interest rates.  
(v) Although the Romanian mutual funds’ industry has experienced significant growth in terms of assets and 
number of investors, it still has not the potential to offer an attractive investment option for Financial 
Investment Companies. Nevertheless, investments in such collective instruments are greater in value than bond 
investments, since the average percentage over the analyzed period is 1.46%, compared to 0.76%. Moreover, 
the trend is consistently ascending over the whole period, starting from 0.15% average percentage in 2006 up to 
4.93% in 2013. By far, the biggest investor in such instruments is FIC Moldova, with an average percentage of 
14.76% in 2013 and an overall average percentage of 3.90%.           
(vi) Except for the period 2006-2007, we could find significant trading discounts over the analyzed period. 
The severe decline in stock markets generated the biggest price-NAVU trading discount in 2009 (61.49%). 
Beginning with 2010, the trading discount started to slowly adjust, up to 43.29% in 2013. The overall average 
trading discount was 50.57% for the period analyzed, suggesting that Financial Investments Companies are 
strongly undervalued by investors and that investment decisions are roughly separated from the entities’ 
financial performances in asset management. The figures are computed in a similar manner as those related to 
portfolio structures. 
 The quintessence of our research activities regards the implications of changes in portfolio structures upon 
the market performance, measured through the trading discounts. We expect that trading discounts are highly 
correlated with a certain pattern of portfolio structure, since the latter has a great impact upon NAVU, which 
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consequently is expected to move prices based on the efficient market hypothesis (EMH). We also expect that, 
the lower the trading discount is, the more accurate investors’ valuations are. For the purpose of testing the 
existence of, and measuring the correlation between portfolio structures and the price-NAVU ratios, we 
selected CORREL and RSQ statistical functions, applied on data series observed during the period 2006-2013. 
Empirical results are presented in Table 3. 
     
Table 3. Statistical function values for correlation tests  
Financial assets 
Statistic 
functions FIC 1 FIC 2 FIC 3 FIC 4 FIC 5 Average 
Tradable shares 
Correlation 0,6032 0,6663 0,6808 0,6950 0,7598 0,6810 
R square 0,3639 0,4439 0,4635 0,4830 0,5773 0,4663 
Non-tradable shares 
Correlation -0,3146 -0,3527 -0,6089 -0,4007 -0,6341 -0,4622 
R square 0,0990 0,1244 0,3707 0,1606 0,4020 0,2313 
Bonds 
Correlation 0,6415 0,0124 -0,0248 -0,7158 0,0000 -0,0173 
R square 0,4116 0,0002 0,0006 0,5123 0,0000 0,1849 
Other fixed income 
instruments 
Correlation -0,5371 -0,2485 -0,1376 -0,3273 -0,3783 -0,3258 
R square 0,2885 0,0618 0,0189 0,1071 0,1431 0,1239 
UCITS 
Correlation -0,2651 -0,2117 -0,1918 -0,4451 -0,5513 -0,3330 
R square 0,0703 0,0448 0,0368 0,1982 0,3039 0,1308 
 
Empirical findings support the following relevant conclusions: 
(vii) Tradable shares compound the only category of financial assets that is directly correlated with price-
NAVU ratio, at a medium level (ȡ = 0.681 and RSQ = 0.4663). This result is reasonable since tradable shares 
hold a major proportion in total net assets, as described at paragraph (i). Based on these findings, we are able to 
issue a rational hypothesis according to which, increased holdings in tradable shares strengthen the portfolio 
liquidity and improve investors’ perception upon the asset management performances. As a result, the price-
NAVU ratio is expected to grow, causing the trading discount to fade. Variations in stock markets are not 
expected to have a significant impact upon this judgement, since NAVU is adjusted accordingly.  
(viii) The class of non-tradable shares is subject to an indirect and nearly medium sized correlation with price-
NAVU ratio, since ȡ = (-) 0.4622 and RSQ = 0.2313. Consequently, we may appreciate that an increased 
proportion of this financial assets, signals valuation uncertainty and lower portfolio liquidity among investors 
and triggers an expected fall in trading prices, as well as an adjustment of price-NAVU ratio. Again, we do not 
expect stock index fluctuations to cause a significant influence, since this class of financial instruments is not 
valued under market circumstances, but rather using internal models designed to estimate a fair value, other 
than a market price.  
(ix) Other fixed income instruments and UCITS are classes of financial assets which are characterized by 
quite similar correlation with price-NAVU ratio. The values obtained for statistical functions describe an 
indirect and weak correlation (ȡ < (-) 0.3 and RSQ < 0.15). According to these findings, we may assume that an 
increase in the proportion such financial assets is expected to adjust the FIC trading prices, since the investors 
are likely to consider the implicit rate of return to be significantly smaller in comparison to an stock index 
return. We expect that such a hypothesis cannot be valid in a bearish market, where such investments may offer 
capital protection.        
(x) Since municipal and corporate bonds held the least important average percentage in total net assets over the 
period 2006-2013, as described in paragraph (iii), we would have normally expected to find statistical values to 
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sustain a less then significant correlation. Our expectations proved correct, since the correlation functions 
registered values (ȡ = (-) 0.0173 and RSQ < 0.2) that confirmed no major influence upon investors’ perceptions 
as a result of changes in bond investments.  
 Although we focused our research from the investors’ perception regarding asset management performance 
within Financial Investment Companies, our results may offer useful guidance for auditors whenever risk 
assessment procedures or analytical procedures are planned and performed, in accordance with the 
requirements prescribed by ISA 315 Identifying and Assessing the Risks of Material Misstatement through 
Understanding the Entity and Its Environment. For instance, the auditor may suspect a material misstatement in 
financial assets’ valuation, whenever major or unusual fluctuations of NAVU are identified, either from 
previous or from expected values. In addition, unchanged security values may be reviewed to determine 
whether this valuation continues to be appropriate.      
3. Conclusions 
Efficient investment strategies imply a proper defining of investment objectives and associated constraints, 
an adequate selection of portfolio structure, tightly related to a certain investment style, as well as an 
appropriate monitoring of the allocated resources. In circumstances that characterize efficient market 
hypothesis, efficient investment strategies have a major impact upon the asset management performance and 
may consequently influence in a significant manner the evolution of market prices for investment entities. The 
more accurate investors’ perceptions regarding the asset management performance are, the smaller trading 
discount may be observed when comparing market process to NAVU. Our findings prove that changes in 
portfolio structures are more or less correlated with the evolution of NAVU and determine price adjustments 
according to investors’ perception, depending on the category of financial assets and its proportion in total net 
assets. Nevertheless, such hypothesis is no longer valid under severe depreciation of stock prices due to a 
market downfall, when trading discounts are abnormal. These findings may prove useful during financial audit 
engagements performed upon financial statements prepared by investment entities.         
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